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The special qualification of Dr. Harold W. Moorhouse for 
writing on the subject of the federal budget will be evident 
from a reading of the list of posts he has filled.
At present professor of economics at the University of 
Georgia, he has served Oklahoma A. & M. College as dean 
of the School of Economics and Northwestern University as 
lecturer in economics. He has been vice-president of Poofs 
Financial Services (now merged as Standard & Poor's Corpo­
ration) ; special economist for Trunk Lines Railroads in hear­
ings before the Interstate Commerce Commission; and princi­
pal economist for the United States Department of Agriculture.
This scholarly and provocative article on a subject of great 
importance was the text of a talk before the Atlanta chapter 
of the American Society of Women Accountants.
TREND OF THE FEDERAL BUDGET
By HAROLD W. MOORHOUSE, Professor of Economics, University of Georgia
While my subject is limited to the federal 
budget, I wish first to indicate a comparison 
of this budget with state and local budgets. 
Going back 35 years to 1913, just prior to 
World War I, federal expenditures were 
$0.7 billion, expenditures of all states $0.4 
billion, and all local bodies including coun­
ties, cities, school districts, etc. $1.6 billion. 
By 1939, shortly before World War II, these 
sums had grown as follows: federal, $8.4 
billion; state, $3.3 billion; local, $5.5 billion. 
Currently the figures are estimated at $40.2 
billion per year for the federal government, 
$7.8 billion for all state governments and 
$9.0 billion for local governments. Govern­
mental budgets now add up to $57 billion 
with the federal share comprising almost 
three-fourths of the total.
The foregoing data emphasize the startl­
ing increase in federal expenditures and 
the relatively smaller rise in the other 
two groups. The federal budget reflects an 
approximate rise of 375 per cent over 1939, 
compared with 135 percent for the states 
and 60 percent for local governments. The 
war is the major cause of the steep ascent 
of federal outgo.
The highest annual federal expenditures 
in connection with World War I came to 
$18.5 billion in the fiscal year 1919. The 
lowest ensuing figure was $3.5 billion in 
1927. In 1945 our Government spent $100 
billion, the top figure in any one year to 
the present date. We had hoped to see the 
federal budget reduced to $20 billion by 
this time, which would have represented 
about the same percentage decline as after 
the first World War. Instead, we are now 
spending around $40 billion and this sum 
is due to be increased during the next fiscal 
year.
On January 10 the President sent the 
fiscal 1950 Budget Message to Congress. I 
have summarized the estimated expendi­
tures and receipts showing a comparison 
with fiscal 1949. The President did not 
include in the receipts the $4 billion addi­
tional revenue which he had requested in 
his State of the Union Message on January 
5. The budget as presented reflects a deficit 
of about $1 billion. If new legislation pro­
vides another $4 billion, presumably $3 bil­
lion will be available for the “substantial” 
surplus and “substantial” retirement of the 
federal debt which the President said he 
wanted. I have not included in the follow­
ing table $2 billion which would be received 
from added social security taxes if the rates 
are raised in line with the President’s 
recommendation. Such revenue would be 
allocated to the social security trust fund 
and would not affect the budget.
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Fiscal Fiscal
Estimated Federal 1950 1949
Expenditures $ Billion
National defense ...............  14.3 11.7
War veterans............. ........ 5.5 6.8
Interest on debt ..........  5.5 5.3
International aid___ ____ 6.7 7.2
Sub-total (due to war).. 32.0 31.0
General activities .............. 7.5 7.2
Social welfare, health 
and security ..........  2.4 2.0
Total ......................   41.9 40.2
Fiscal Fiscal
Estimated Federal 1950 1949
Receipts $ Billion
Direct tax on individuals.. 19.8 19.3
Direct tax on corporations 12.3 11.7
Excise taxes....................  7.9 7.7
Social security taxes ....... 3.3 2.6
Customs .......    0.4 0.4
Miscellaneous .......   1.7 2.3
Sub-total____________  45.4 44.0
Deduct appropriation to
OASI Trust Fund____  2.4 1.8
Deduct refunds of receipts 2.1 2.7
Net total ...... .. ......... ... 40.9 39.5
Direct federal taxes on individuals 
totaled $2.4 billion in 1939; in fiscal 1950 
they will be about $20 billion. At first 
blush this astonishing increase reflects a 
staggering burden. There is another side 
to the picture. Incomes of all individuals 
combined now equal about $211 billion 
compared with $73 billion in 1939. After 
deducting the $20 billion taxes, this total 
income shows a gain of 173 percent above 
prewar income after taxes. Meanwhile, 
prices of cost of living items have risen 
only 72 percent.
Corporations are doing all right, too, in 
spite of the lamentations heard in high 
business places. While corporate taxes have 
increased from $1.5 billion in 1939 to a 
prospective $12.3 billion (at present rates) 
in fiscal 1950, corporate income after taxes 
reflects an increase of 330 percent, which 
is a much greater rise than in the prices 
of the new equipment they must buy or the 
additional plants they may wish to con­
struct. Some corporations complain that 
profits are reported higher than they should 
be because the Internal Revenue Bureau 
does not permit adequate depreciation 
charges for tax purposes. That did not 
prevent the U.S. Steel Corporation from 
establishing in 1948 a large contingency 
reserve above the amount allowed for tax 
purposes. If more companies had followed 
the leadership of U. S. Steel, high reported 
profits might not be subject to such severe 
current attack. Some corporations claim 
that their large reported profits in 1948 are 
due to gains in value of inventories and 
shrinkage is now in prospect. It does not 
appear that prices for the full year 1948 
rose enough to make such profits generally 
significant. Perhaps many corporations 
should change their inventory accounting 
practices. Is not the “last in first out 
(Lifo)” method of inventory accounting a 
satisfactory solution to prevent distortion 
of inventory value fluctuations?
Taxation is a constructive force in our 
economic life. Can we put prejudice aside 
and see the silver lining in taxes? The 
tax money is repaid to us very soon after 
collection. A great part of it is distributed 
as wages and salaries, another large seg­
ment as interest, and a large sum to and 
in behalf of war veterans. Some of it builds 
our highways. Taxes are returned to us 
in the form of income or as valuable prop­
erty for our use. We cannot be made poor 
paying taxes to ourselves or converting 
them into equipment to serve and protect 
us. Even the money expended for interna­
tional aid provides domestic employment 
and expands business profits.
In the cities, grumbling may be heard 
because the Government appropriates a few 
hundred million dollars to support farm 
prices. If that policy were not in effect, 
cotton might fall to fifteen cents very 
quickly. The South would not be happy if 
that should happen. Farm prices are sub­
ject to sudden and extreme fluctuations. 
Farm purchasing power is second only to 
federal purchasing power in potential 
ability to sustain industrial activity at 
satisfactory levels. Depressions are expen­
sive. The depression of the thirties cost as 
much in curtailed production as our present 
national debt of $250 billion. If the farm 
price support program is applied with varia­
tions to discourage continuing excess out­
put of any agricultural product, permitting 
gradual adjustment into lines of production 
which are not being overdone, it is my 
opinion that the principle of price support 
is essential to the national welfare, and the 
tax money so utilized represents an infini­
tesimal cost compared with the losses to all 
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of us which would be the alternative conse­
quence.
Our superficial objections to expanded 
social security are much the same. We 
look at the tax cost rather than contem­
plating the sustaining power of spendable 
income placed in the hands of those who 
are sub-standard buyers of the products of 
our farms and factories, which require this 
additional market in order to continue oper­
ations at a profit. We do not like depres­
sions. We do not like taxes. Which is 
least to our liking? A tax may and should 
be productive. The gasoline levy has built 
our highways. Would we give up our high­
ways ? Statesmanship in taxation can make 
a significant contribution to enduring pros­
perity.
Never before in the history of our coun­
try have we been so strategically situated, 
in my opinion, to combat successfully the 
dangerous and extreme fluctuations in eco­
nomic activity which we call boom and 
bust, inflation and deflation. Inflation and 
deflation are defined as major changes in 
the price level due to an increase or decrease 
in the supply and turnover of money. Our 
present opportunity to bring more stability 
to business activity is due partly to the 
significant size of the federal budget, and 
partly to the large volume of U. S. bonds 
held by the commercial banks.
First, regarding the influence of the 
budget. The sustaining purchasing power 
of federal revenue flowing back into the 
incomes of corporations and individuals is 
almost double the buying power of the 
entire farm population for both consumer 
and capital goods. This expenditure by the 
Government is assured. We do not fear 
that federal revenue will be hoarded. 
“Buyers’ resistance” is not expected from 
that source. Never before in peacetime 
have we possessed such a solid foundation 
to support business activity.
The present situation in regard to com­
mercial banks is very important also in its 
bearing upon boom and bust—inflation and 
deflation. It is general knowledge that the 
checks drawn on demand deposits comprise 
our principal money. Pocket money is the 
small change of commerce. Bank deposit 
money—almost all of it—is created by bor­
rowing from the bank. When you and your 
banker put your heads together and agree 
on a loan, you and the bank create money. 
Corporations and governments borrow from 
banks just as you do, and when that happens 
there is more money with which to make 
purchases. This borrowed money remains 
on the books as a credit to someone until 
the loan is paid and an offsetting debit 
destroys the credit or the money. We all 
understand that it was the huge borrowing 
by the Government from commercial banks 
during the war which caused such a tremen­
dous expansion in the money supply. We 
understand, also, that when we have more 
and more money which we spend and re­
spend, prices advance. During the war 
prices were subject to legal controls; when 
the controls were removed price adjust­
ments, in line with the huge new money 
supply, made up for lost time. Inflation hit 
us suddenly and hard.
In my opinion, present prices are fairly 
well adjusted to the increased money sup­
ply, and for a while at least I do not think 
that additional money will be borrowed into 
existence at a rate to cause further inflation. 
In fact some decline in prices has started. 
The main influence which is most likely 
to cause continuing decline is not a notice­
able decrease in the money supply through 
payment of loans at the banks, but rather 
a retardation in the use of the money. 
Failure to spend our money at the normal 
rate has the same effect as to decrease its 
supply. With prices starting to fall, buyers 
may wait and wait in the hope and expecta­
tion of lower and lower prices. With the 
present large money supply, a small decrease 
in the rate of its use can have a sizable 
effect upon prices. However, I would not 
expect a price decline this year to be too 
serious or too prolonged. There are many 
factors which will exert a sustaining in­
fluence.
All this by way of introduction to an ex­
planation of the present basic soundness of 
our principal money, namely, demand de­
posits, most of which has been borrowed 
into existence by the Government. As a 
result of federal borrowing, banks hold 
many more U. S. bonds than promissory 
notes of individuals and corporations. U. S. 
bonds will be paid off very, very slowly; 
therefore to the extent our money supply 
rests upon these bonds it will not be subject 
to drastic reduction which would mean ex­
treme deflation. U. S. bonds as a basis of 
our money supply are now more than twice 
as important as loans made by corporations 
and individuals. In 1929 they were less 
than one-fourth as important. From 1929 
to the depression low more than one-half 
of the loans to corporations and individuals 
were either written off as losses or their 
payment was forced by the banks. A large 
share of our money supply disappeared into 
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thin air as these checkbook credits were 
debited. If that happened now, the pre­
ponderant proportion of U. S. bonds sup­
porting the money supply would prevent 
any such extreme results as occurred in the 
depression of the thirties.
Since we have a money supply based on 
debt—and we are committed to that prin­
ciple—it is highly desirable, in my opinion, 
for the Government to be the major debtor. 
The size of the federal indebtedness to the 
banks gives to the Government, through 
the Federal Reserve Board of Governors 
and the Treasury Department, an oppor­
tunity to exert a stabilizing influence upon 
our money supply and its use. Business 
activity can be influenced to operate within 
reasonable limits. Our goal is not com­
plete equilibrium. The normal expectation 
would be for economic activity to proceed 
in waves, to reach the height of boomlets 
and fall only to recession levels. It should 
be possible to avoid the extremes of boom 
and depression. As a result of the federal 
budget which is not likely to be small ever 
again, and the U. S. bonds in the portfolios 
of banks where they will continue in large 
volume probably for an indefinite period, 
the Government has the means at hand to 
avert both booms and busts of such drastic 
nature as to bring disaster. They have 
seemed so inevitable that it is difficult to 
adapt our thinking to the changes in the 
foundation of our money supply and the 
new influence of its larger flow through the 
federal treasury.
A huge national debt and high taxes may 
prove to be great benefactors. We must 
live with them for many, many years. We 
can gripe about them or become their 
friends and appreciate the fine service they 
are rendering to us. I may be hoping for 
too much from the agencies at Washington 
such as the President’s Council of Economic 
Adversers, the Federal Reserve Board of 
Governors and the Treasury Department, 
to which we look for leadership in debt, tax 
and economic policies. Political pressures 
may nullify the efforts of men of high 
abilities, integrity and conscience who are 
serving in these key governmental posts. 
Our citizenship has more economic under­
standing than twenty years ago. That will 
help. The least we can do is to believe that 
the trend of national affairs is in the right 
direction, and work to consummate our 
belief.
* Through December, 1948
** Through November, 1948
Membership increase . 100 121 25 98 43 16 61 98 87 226 71
Attendance ................. 269 224 197 244 367 294 197 426 220 235 205 204 266
Publicity:
Local ........................ 225 290 360 150 290 195 135 40 45 100 85 10 110
National ........... 100 50
Feature and technical 150 10 15 200
Local bulletin ......... 50 50 60 50 50 50 60 70 50 60 30 10 50
Programs ................... 125 100 75 125 125 125 125 125 50 125 75 75 125
Advance organization . 70 100 70 70 85 70 100 85 100 85
Idea exchange ........... 10
Study group ............... 50
CPA certificate ......... 200 100 100
Annual budget........... 25 25 25 25 25 25 25 25 25 25 25 25
Board minutes ........... 150 125 125 100 150 125 175 125 100 150 75 75 125
Monthly award reports 100 100 75 100 125 175 150 75 125 150 100 50 100
Pub. relations programs 50 50
Special programs....... 50
Scholarship................. 100
Speakers furnished . . . 125 25 50 25 25
Radio activities ......... 20 25  
Other activities ......... 65 25 35 225 25 100
Total ........... 1,454 1,135 1,292 964 1,310 1,152 1,188 1,011 1,161 1,353 882 650 957
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